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SUMMARY  AND  COMJ^IITTEE  RECOMMENDATIONS 


Chapter  458,  Laws  of  1977,  directed  the  Revenue  Oversight 
Committee  to  make  an  interim  study  of  "the  appropriate  level 
of  taxation  of  the  gross  proceeds  of  metal  mines."   This 
report  records  the  results  of  that  study. 

Former  Methods  of  Taxation 

For  nearly  a  century,  Montana  mines  producing  metals  and 
metallic  ores  were  valued  for  property  tax  purposes  on  their 
net  proceeds.   Net  proceeds  were  defined  as  gross  value  of 
the  mineral  produced  minus:   1)  all  royalties;  2)  all  expendi- 
tures for  labor,  machinery,  and  supplies;  and  3)  the  cost  of 
improvement,  repairs,  and  expansion.   Because  costs  of 
production  declared  varied  widely,  local  governments  could 
not  rely  on  metal  mines  as  a  steady  revenue  base.   In  Silver 
Bow  County,  for  example,  the  taxable  value  of  copper  net 
proceeds  varied  from  $0  to  $15,789,844  in  the  years  from 
1956  to  1976.   In  six  of  those  years,  the  county  received  no 
net  proceeds  tax.   The  net  proceeds  tax  was  also  difficult 
to  administer  since  the  Department  of  Revenue  could  not 
readily  identify  which  expenses  were  deductible. 

Change  to  Gross  Proceeds  Taxation 

Considering  these  difficulties,  the  1977  Legislature  passed 
HB  198,  which  established  a  gross  proceeds  tax  for  all  metal 
mines.   The  bill  repealed  the  net  proceeds  method  of  valua- 
tion for  this  property.   HB  198,  as  introduced,  proposed  a 
tax  rate  of  6%  of  gross  proceeds  but  after  debate  the  tax 
rate  was  lowered  to  3%.   The  Legislature  then  directed  the 
Revenue  Oversight  Committee  to  study  the  effect  of  the  bill. 

Committee  Research  and  Findings 

As  background  for  its  study,  the  Committee  delved  into  the 
history  of  metal  mines  taxation,  comparing  this  industry's 
tax  burden  with  those  imposed  on  other  major  industries  in 
the  state  during  the  last  century  and  discussing  the  inter- 
action of  the  several  taxes  imposed  on  metal  production. 

The  Committee  then  compared  the  revenue  produced  by  the 
gross  proceeds  tax  with  what  the  former  net  proceeds  tax 
produced.   The  Committee  discovered  that  the  new  tax  yielded 
36%  less  taxable  value  than  the  average  taxable  value  under 
the  net  proceeds  tax  during  the  last  five  years.   It  learned 
that  a  3%  of  gross  proceeds  tax  levied  on  actual  metal  mine 
production  in  Silver  Bow  County  during  the  past  50  years 
would  have  yielded  50%  less  taxable  value  than  the  100%  net 
proceeds  tax. 
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The  Committee  researched  other  western  states'  methods  of 
valuing  metal  mines  and  their  tax  rates  and  found  that 
Montana's  total  tax  burden  on  metal  mines,  with  the  new 
gross  proceeds  tax,  is  comparable  to  these  states. 

The  above  data  stirred  some  discussion  as  to  whether  an 
increase  of  the  3%  rate  should  be  recommended.   The  Com- 
mittee, however,  considered  that  the  new  tax  provides  a 
steady  tax  base  for  local  governments  and  that  the  county 
most  affected  by  the  new  law  (Silver  Bow)  had  not  expressed 
concern  over  the  rate  of  tax.   Members  were  also  concerned 
that  a  tax  increase  would  work  a  hardship  on  the  industry  at 
a  time  when  copper  prices  were  low. 

The  Committee  deferred  further  action  on  this  matter  until 
further  inquiry. 
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The  following  memorandum  contains  a  brief  history  of  metal 
mines  taxation  in  Montana  and  a  calculation  of  the  amount  of 
tax  that  will  be  collected  in  1977-78  under  the  gross  proceeds 
tax  on  metal  mining  (HB  198) . 

I-   History  of  metal  mines  taxation  in  Montana. 

For  nearly  a  century,  mines  producing  metals  and  metallic 
ores  in  Montana  were  taxed  on  the  basis  of  net  proceeds  as 
prescribed  in  the  1889  Constitution: 

Article  XII 

Sec.  3.   All  mines  and  mining  claims,  both  placer  and 
rock  in  place,  containing  or  bearing  gold,  silver, 
copper,  lead,  coal  or  other  valuable  mineral  deposits, 
after  purchase  thereof  from  the  United  States,  shall 
be  taxed  at  the  price  paid  the  United  States  therefor, 
unless  the  surface  ground,  or  some  part  thereof,  of 
such  mine  or  claim,  is  used  for  other  than  mining 
purposes,  and  has  a  separate  and  independent  value 
for  such  other  purposes,  in  which  case  said  surface 
ground,  or  any  part  thereof,  so  used  for  other  than 
mining  purposes,  shall  be  taxed  at  its  value  for  such 
other  purposes,  as  provided  by  law;  and  all  machinery 
used  in  mining,  and  all  property  and  surface  improve- 
ments upon  or  appurtenant  to  mines  and  mining  claims 
which  have  a  value  separate  and  independent  of  such 
mines  or  mining  claims,  and  the  annual  net  proceeds 
of  all  mines  and  mining  claims  shall  be  taxed  as 
provided  by  law.^ 
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By  statute  and  custom,  net  proceeds  have  been  defined  as  the 
remainder  after  subtracting  from  the  gross  value  of  the  mineral 
mined,  1)  all  royalties  paid  either  in  cash  or  in  kind;  2) 
all  expenditures  for  necessary  labor,  machinery,  and  supplies 
used  in  operations;  and  3)  the  cost  of  improvements,  repairs, 
and  betterments  of  property.   The  calculation  of  net  proceeds  is 
a  way  to  deteirmine  minerals'  assessed  value  for  property  taxation. 
Because  establishing  the  value  of  minerals  "in  place"  or  before 
they  have  been  mined  is  virtually  impossible,  assessors  have  in 
the  past  turned  to  the  net  proceeds  method  even  though  it  seems 
more  a  tax  on  income  than  a  property  tax.   Nonetheless,  the  net 
proceeds  tax  was  definitely  part  of  Montana's  property  tax 
system.   The  net  proceeds  of  mines  were  classified  as  class  I 
property  and  taxed  at  100%  of  assessed  value. 2 

Mines  were  the  only  property  for  which  the  method  of  taxation 
was  established  in  the  1889  Constitution.   Such  specific  guide- 
lines were  also  rare  in  other  states.   Only  four  other  state 
constitutions  -  those  of  Nevada,  Utah,  Wyoming,  and  South 
Carolina  -  in  these  years  gave  constitutional  status  to  methods 
of  taxation. 

Taxing  mines  on  their  net  proceeds  has  created  controversy  since 
territorial  days.   The  belief  that  mining  companies  got  a  "special 
break"  in  the  1889  Constitution  has  become  a  staple  of  Montana 
historiography.^   Louis  Levine's  famous  book  The  Taxation  of 
Mines  in  Montana,  published  in  1919,  charged  that  mining  companies 
abused  their  privilege  by  paying  much  less  than  their  fair  slaare 
of  taxes.   Supporters  of  net  proceeds  taxation  have  contended 
that  mining  created  the  state  and  was  its  economic  backbone  and 
that  constitutional  delegates  did  not  want  to  impede  its  --  or 
the  state's — economic  development.   Moreover,  some  argued 
that  mining  companies  paid  more  than  their  share  of  taxes,  since 
net  proceeds  were  taxed  at  100%,  rather  than  30%  as  agricultural 
land  was. 

The  controversy  became  a  state  issue  in  1924  when  Governor  Joseph 
Dixon  campaigned  for  reelection  and  the  passage  of  Initiative 
No.  28,  which  imposed  a  graduated  license  tax  on  the  gross  value 
of  minerals  produced.   He  cited  Levine's  book  and  reminded  voters 
that  in  1922,  a  "bad  year"  for  Anaconda  Company,  10%  of  the  total 
property  tax  levied  on  the  state  was  on  livestock,  32%  on  agri- 
cultural land,  17%  on  railroads,  and  8.79%  on  mines  and  mining 
claims.   Governor  Dixon  was  not  reelected,  but  the  initiative 
passed  by  over  20,000  votes   and  is  currently  codified  as 
Chapter  20  of  Title  84.   The  metal  mines  license  tax  taxes  the 
privilege  of  mining  metals  and  is  levied  in  addition  to  a  net 
or  gross  proceeds  property  tax.   This  tax,  ranging  from  0.15% 
to  1.43  8%  of  the  gross  value,  has  sometimes  produced  more 
tax  than  the  100%  tax  on  net  proceeds. 


studies  of  the  net  proceeds  tax  have  pointed  out  two  primary 
problems  with  the  tax.   Since  the  cost  of  producing  a  product 
sometimes  leaves  little  profit,  mines  taxed  on  the  net  proceeds 
method  do  not  necessarily  pay  large  amounts  of  property  tax  even 
when  minerals  of  great  value  have  been  mined.   However,  other 
types  of  property  is  taxed  whether  its  owners  profit  from  its 
use  or  not.   The  state  and  local  governments,  therefore,  suffer 
a  loss  in  taxable  revenue  in  mines'  "bad  years".   Secondly,  a  net 
proceeds  tax  is  difficult  to  administer  since  assessors  and    ^ 
owners  may  disagree  on  what  necessary  costs  of  production  are. 

During  the  1972  Constitutional  Convention,  the  delegates  reviewed 
the  history  of  the  net  proceeds  tax.   Deciding  that  no  single 
method  of  taxation  should  be  frozen  into  the  Constitution,  they 
omitted  any  specific  reference  to  the  taxation  of  mines. 

In  1975,  the  Legislature  changed  the  tax  on  coal  mines  from 

100%  net  proceeds  to  45%  gross  proceeds.'   HB  198,  passed  by 

the  1977  Session,  removed  metal  mines  from  class  I  and  imposed 

a  tax  of  3%  of  gross  proceeds . °   Now  only  mines  producing  precious 

stones,  vermiculite,  bentonite,  petroleum,  and  natural  gas  are 

subject  to  the  net  proceeds  tax. 

II.   Rate  of  Taxation. 

HB  198,  as  originally  introduced,  established  an  effective  tax 
rate  of  6%  (15%  tax  rate,  40%  assessment  factor) .   The  rate  was 
amended  to  3%  in  Committee.   This  section  uses  available  data 
to  show  the  amount  of  tax  that  will  be  collected  under  this 
tax  rate. 

The  following  charts  compare  the  taxable  value  of  metal  mines 

in  recent  years.   The  taxable  value  under  both  the  old  and  new  laws 

net  and  gross  proceeds  -  allows  reasonable  comparison  since  it 

is  the  value  to  which  the  mill  levy  is  applied.   Comparison  of 

taxable  value  is  a  better  indicator  of  actual  taxing  power  because 

mill  levies  vary  from  year  to  year  based  on  variables  unrelated 

to  metal  mine  -value. 

Table  I  shows  the  1976  production  of  metal  mines,  their  mer- 
chantable value  under  HB  198,  and  their  taxable  value  for  1977 
taxes.   HB  198,  of  course,  provided  that  all  metal  mine  production 
for  calendar  year  1976  would  be  taxed  under  the  gross  proceeds 
method. 

Table  II  shows  the  total  taxable  value  of  the  state's  metal  mines 
for  the  past   5  years.    The  gross  number  of  tons  mined  in  1976 
(taxable  in  1977)  was  14%  below  the  5-year  average.   The  taxable 
value  is  37%  below  this  5  year  average. 

Table  III  shows  the  taxable  value  of  metal  mines  in  Silver  Bow 
County,  where  9  8%  of  the  total  tons  of  metal  are  mined.   The 
5   year   average  taxable  value  in  Silver  Bow  is  $7,022,220. 
In  1977,  the  tax  of  3%  of  the  gross  proceeds  yielded  a  $4,510,776 
taxable  value   or  3  5.8%  below  this  average. 


However,  as  Table  III  shows.  Silver  Bow  had  no  taxable  value 
under  the  net  proceeds  method  in  five  of  the  past  16  years. 
These  years  bring  the  16-year  average  down  to  $5,224,658  taxable 
value.   The  1977  taxable  value  is  only  13.7%  below  this  average. 

To  translate  this  comparison  to  actual  tax  revenue,  assume  a 
levy  of  250  mills.   The  1977  tax  collected  will  be  $1,127,694. 
During  the  session,  the  House  Taxation  Committee  received  an 
estimate  of  $1,184,194  under  the  3%  tax  rate. 

If  the  tax  rate  had  been  4%  of  the  1976  production,  $6,014,368 
in  taxable  value  and  $1,503,592  in  tax  revenue  (250  mills)  would 
have  been  produced. 

A  tax  of  5%  would  have  yielded  $7,517,960  in  taxable  value  and 
$1,879,490  in  tax  (250  mills). 

A  tax  of  6%  would  have  yielded  $9,021,552  in  taxable  value  and 
$2,255,384  in  tax  (250  mills). 


TABLE  I 


METAL  MINES  TAXATION  UNDER  HB  19  8 


COUNTY 

METALS  MINED 

TONS 

MERCHANTABLE 
VALUE 

TAXABLE 

VALUE 

Broadwater 

Iron 

7,348 

$      33,066* 

$ 

992 

Granite 

Gold,  Silver, 
Copper 

67,642 

1,270,624 

38,119 

Jefferson 

Silver,  Gold, 
Lead 

17,002 

60,166* 

1,805 

Lewis  & 
Clark 

Silver,  Gold, 
Lead 

22 

475* 

14 

Madison 

Silver,  Gold 

979 

20,270* 

608 

Meagher 

Iron 

11,858 

65,218* 

1,957 

Powell 

Silver,  Gold, 
Lead 

2 

665* 

20 

Silver  Bow 

Copper,  Silver, 
Gold,  Selenium, 
Tellurium 

16,803,338 

$150,359,203 

$4 

,510,776 

TOTAL 

16,908,191 

$4 

,554,291 

Source:   Information  from  Intercounty 
Bureau,  DOR 


*Since  metal  mines  in  these  counties  produced  less  than  20,000  tons, 
they  are  taxed  upon  one-half  their  merchantable  value  (84-212),  as 
shown . 


TABLE  II 
METALS  MINE  PRODUCTION  IN  MONTANA,  1973-1977 


Taxable  year 


Tons  mined,  statewide 
Total  taxable  value 


D 


TABLE  III 


THE  TAXABLE  VALUE  OF  METAL  MINES  IN  SILVER  BOW  COUNTY 
1962-1977 


:20 


15 


10 


FOOTNOTES 


•'-Article  XII,  section  3 

^University  of  Montana, 
Research,  Montana  Fiscal  Affairs  Study  (1970),  pp.  502,  506. 

Joseph  Kinsey  Howard,  Montana:   High,  Wide,  and  Handsome, 
(1943),  pp.  62-4.   However,  this  view  is  challenged  in  John  W. 
Smurry,  "The  Montana  Tax  Conspiracy  of  1889",  in  The  Montana 
Magazine  of  Western  History  (Spring,  1955)  and  Brian  Cockhill, 
"An  Economic  Analysis  of  Montana's  Constitution",  Unlversitv 
of  Montana;  (Unpublished  M.A.  Thesis,  1968). 

Dr.  Louis  Levine,  The  Taxation  of  Mines  in  Mentha  (1919). 
Montana  Constitutional  Convention  Studies,  Taxation  a^d  Finance 
(1972),  report  no.  15,  pp.  124-130. 

Taxation  and  Finance,  pp.  131-3.   Report  of  the  State 
Department  of  Revenue  (1976),  pp.  65,  124. 

Levine,  pp.  74-78.   Montana  Legislative  Council,  Property 
Taxation  and  the  Montana  Property  Classification  Law  (1964),  pp. 
18-19. 

7 
Chapter  525,  Laws  of  1975. 

^Chapter  498,  Laws  of  1977. 
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The  attached  report  contains  the  following  information  the 
Committee  requested  at  the  last  meeting: 

I.   RELATIONSHIP  BETIVEEN  SILVER  BOW  COUNTY'S  MILL  LEVY 
AND  ANACONDA  COMPANY'S  NET  PROCEEDS,  19  5  7-19  76 

II.   COMPARISON  OF  COPPER  PRICES  AND  GROSS  AND  NET  PROCEEDS 

III.   COPPER  TAXATION  IN  OTHER  STATES 

IV.   COMPARISON  OF  NET  PROCEEDS  TAXATION  OF  COPPER  AND 
NATURAL  GAS  AND  PETROLEUM 

I'm  still  collecting  data  on  the  last  topic  requested  --  the 
feasibility  of  taxing  copper  ore  before  refining.   This  material 
will  be  available  at  the  November  17  meeting. 


TOC:ee 
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I.   RELATIONSHIP  BETWEEN  SILVER  BOW  MILL  LEVY  AND  ANACONDA'S 
NET  PROCEEDS 

At  the  September  9  meeting,  the  committee  asked  for  information 
on  the  relationship  between  the  net  proceeds  assessed  in  a  tax- 
able year  and  the  mill  levy.   Specifically,  did  the  mill  levy 
in  Silver  Bow  County  increase  when  net  proceeds  dropped  and  lower 
when  net  proceeds  assessment  rose? 

Chart  I  shows  the  taxable  value  of  Anaconda  Company's  net  proceeds 
from  1957  to  1976  and  the  mills  levied  in  Silver  Bow  County.* 
The  table  suggests  that  the  answer  to  the  Committee's  question  is 
a  qualified  "yes":   mill  levies  in  Silver  Bow  County  have  risen 
in  the  past  when  net  proceeds  dropped.   However,  the  two  are  not 
strictly  proportional.   An  obvious  example:   the  mill  levy  dropped 
only  11%  from  1969  to  1970  when  the  net  proceeds  went  from  $0  to 
$15,450,423.   Less  dramatically,  the  levy  varied  only  2.81  mills 
from  1972  to  1973  while  the  net  proceeds  went  from  $0  to  $5,196,06? 
In  1973  and  1975  the  mill  levy  was  the  same,  while  the  taxable 
value  in  1973  was  $5,196,068  and  $15,789,844  in  1975.1   Chart  II 
illustrates  how  little  relation  the  mill  levy  has  to  the  taxable 
value  of  net  proceeds.   Points  clustering  near  a  downward  line 
sloping  left  to  right  would  indicate  that  the  mill  levy  dropped 
as  taxable  value  of  net  proceeds  rose.   Charting  the  taxable  value 
and  the  mill  levy  for  each  year  in  Silver  Bow  County  produced  no 
discernible  clustering. 

Yet,  these  two  factors  obviously  are  related.   Net  proceeds  formed 
a  substantial  percentage  of  the  total  taxable  value,  as  shown 
below: 

1976  -  0%**  1972  -  0% 

1975  -  24.7%  1971  -  22.7% 

1974  -  16.4%  1970  -  27.7% 

1973  -  10.3% 

A  marked  decrease  in  the  net  proceeds  assessment  required  a  higher 
levy  to  produce  the  same  amount  of  revenue. 

However,  Chart  III  suggests  that  inflation  and  increased  county 
services  must  be  considered  in  evaluating  Silver  Bow  County  mill 


*During  this  period,  most  of  the  ore  from  the  Berkeley  Pit  has  been 
mined  outside  the  city  limits  and  is  therefore  assessed  and  taxed 
in  Silver  Bow  Rural  District  #1,  the  district  whose  mill  levy  is 
shown  in  the  table.   In  1966,  for  example,  only  3%  of  the  net  pro- 
ceeds were  assessed  in  Butte.   In  1975,  0%  were  assessed  in  Butte. 

**These  figures  show  what  percent  net  proceeds  were  of  the  total 
taxable  value  in  Silver  Bow  County.   They  probably  formed  an  even 
larger  percentage  of  Silver  Bow  (R) (1) 's  tax  base. 
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CHART  II 
CORRELATION  BETWEEN  NET  PROCEEDS  AND  MILL  LEVIES  IN 
SILVER  BOW  COUNTY,  1957-1976 
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CHART  III 
COMPARISON  OF  MILL  LEVIES  IN  BUTTE,  GREAT  FALLS,  AND  BILLIN 
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levies.   In  this  chart,  the  mill  levies  for  rural  districts  outside 
Butte,  Great  Falls,  and  Billings  are  compared  over  the  past  15 
years.*   Despite  individual  variations,  the  mill  levies  have  risen 
in  a  similar  fashion.   The  larger  variations  within  the  upward  pro- 
gression in  the  mill  levies  in  Silver  Bow  County  are  probably  a 
reflection  of  the  fluctuating  net  proceeds  assessment  in  past  years. 

If  goals  of  good  property  tax  administration  are  to  maintain:  1)  a 
steady,  predictable  tax  base;  and  2)  a  relatively  stable  mill  levy. 
Charts  I  and  III  demonstrate  that  these  goals  were  not  being  realized. 
Net  proceeds  was  a  highly  unpredictable  element  in  the  tax  base 
and  as  a  major  element  of  that  base  meant  that  the  total  tax  base 
of  the  county  was  subject  to  wide  fluctuation.   Secondly,  the 
continuing  upward  trend  in  the  mill  levy  statewide  indicates  that 
property  was  not  being  reappraised  to  keep  pace  with  higher  costs 
of  services  due  to  inflation. 

II.   COMPARISON  OF  GROSS  AND  NET  PROCEED,  TONNAGE,  AND  COPPER 
PRICES 

In  analyzing  why  net  proceeds  fluctuated  so  markedly  during  the 
past  two  decades,  the  committee  discussed  copper  prices  and  their 
effect  on  gross  proceeds.   I  have  gathered  data  on  copper  prices 
and  gross  receipts,  as  the  committee  requested. 

Copper  prices  were  undoubtedly  a  major  factor  in  determining 
Anaconda  Company's  net  proceeds  and  taxes  paid  in  the  past. 
Chart  IV  illustrates  the  relation  between  the  copper  prices  the 
Anaconda  Company  received  and  the  actual  tax  paid  during  the  past 
20  years. 2   However,  the  sharp  plummets  and  surges  in  the  line 
showing  tax  paid  suggests  that  cost  was  only  one  factor  in  deter- 
mining total  net  proceeds.   Another  major  factor  was  deductions. 

Under  the  net  proceeds  law,  the  mine  operator  was  allowed  to 
deduct:  1)  royalties;  2)  expenses  for  labor,  machinery,  and  supplies; 
3)  expenses  for  improvement,  repairs, and  betterments;  4)  cost  of 
the  repairs  and  replacements  in  the  milling  and  reduction  of  works; 
5)  depreciation  of  milling  and  reduction  machinery;  6)  costs  of 
transportation  and  extraction;  and  7)  expenses  for  fire  insurance, 
workers'   compensation,  and  welfare  and  retirement  payments  con- 
tracted for  with  mine  operators  and  employees . ^   As  Chart  V  shows , 
during  the  past  20  years  deductions  totaled  at  least  85%  of  gross 
value  and  sometimes  as  high  as  127%.   Thus,  expenses  were  sometimes 
more  significant  than  copper  prices.   For  example,  in  1976  copper 
prices  were  at  .6535)zf/lb.  --  the  second  highest  in  20  years. 
Allowable  deductions,  however,  totaled  127.1%  of  the  gross  value, 
so  the  company  had  no  net  proceeds  and  paid  no  property  tax  on 
its  production. 


*These  districts  may  not  be  strictly  comparable  but  were  chosen 
as  taxing  districts  on  the  edge  of  large  cities  that  did  not  pay 
city  taxes  but  included  high  school  taxes. 
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Part  of  the  increased  deductions  in  recent  years  has  been  the 
higher  cost  of  extraction  from  lower  grade  ore.   As  Chart  VI 
illustrates,  content  of  recoverable  copper  in  the  ore  has  de- 
creased from  0.98779%  in  1957  to  0.48816%  in  1976.   Offsetting 
this  cost,  however,  are  reduced  costs  of  mining. 
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CHAPTER  V 
ANACONDA  COMPANY 


TONS 

GROSS 

DEDUCTIONS 

Deductions    as    a 
NET        %   of   Gross    Proceeds 

9,817,183 

$109,22  1,006 

5101 ,261 ,9/6 

$  7,959,030 

92.70% 

1  1  .126, 127 

77,13^,665 

85,833.128 

-0- 

111 .20% 

1  I, 208, 07^4 

59.856, i493 

58.')6l  .Al'4 

1,^477, 308 

97.70% 

9,325.76'< 

57,629.010 

54,  106, 7^^^ 

3.522,266 

93.90% 

12,680,33^ 

62,986.8b/ 

61  .271  ,^19 

1,715.^67 

9  7.30% 

13, 037,^*87 

65,807,621 

6^4, 527, 228 

1.280,393 

98.10% 

11,978,160 

68,  390,3^40 

68.i409.'i21 

-0- 

100.00% 

9,691,203 

60.991, 176 

63,551  ,61  1 

-0- 

1.04% 

15,310,916 

78.311,823 

77.751,102 

1  ,060.721 

98.70% 

16,121,197 

98,6't8,7^5 

85,  986,06^4 

12,662.680 

87.20% 

18,263,238 

102,'iA8,'(88 

96,78'i,580 

5,663,908 

94.50% 

9,'<32,003 

52,6')2,  \k\ 

67,27^4,998 

-0- 

127.80% 

10,520,908 

62,025,876 

63,612,320 

-0- 

102.60% 

16,657,637 

105.573,611 

90. 129,187 

15,'450.'423 

85.40% 

19,')25.82i4 

Hi^.  138,836 

131  ,798,282 

12,3^40.554 

91  .40% 

1^4,006,  182 

95, 721 ,^80 

107.390,631 

-0- 

112.20% 

17,897,^03 

IJA, 72^,868 

129,528,800 

5.196,068 

96.10% 

19.7^41,060 

163. '139,  702 

153. 862, 70^4 

9,576.9^ 

94.10% 

2h,  192,098 

22^,05't,89'4 

208,265.050 

I5,789.8i4^ 

93.00% 

19,285.386 

135,625.355 

172, 389. 26*4 

-0- 

127.10% 
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CHART  VI 


BASIS 

OR 
PROD . 
YEAR 

-ORE- 
TONS 
MINED  BY   R 
ANACONDA 

COPPER 

+  9,454,503 

% 
ECOVERABLE 
COPPER 

CONTENT 

POUNDS 

OF 
COPPER 

186,781,879 

AVERAGE 
COPPER 

PRICE/lb. 
RECEIVED  BY 
ANACONDA  CO. 

$  .4142 

AVERAGE 
NATIONAL 

PRICE 
(DOMESTIC 
REFINERY) 

1956 

0.98779 

$  .4182 

1957 

+10,826,116 

0.82617 

178,885,269 

.2983 

.2958 

1958 

+10,889,554 

0.78336 

170,608,607 

.2638 

.2576 

1959 

+  9,040,560 

0.77641 

140,384,495 

.3039 

.3118 

1960 

12,680,334 

0.71639 

181,809,093 

.3140 

.3205 

1961 

13,037,487 

0.78316 

204,209,926 

.3021 

.2992 

1962 

11,978,160 

0.76739 

183,839,524 

.3089 

.3060 

1963 

9,691,203 

0.82633 

160,162,954 

.3084 

.3060 

1964 

15,310,916 

0.65982 

202,049,439 

.3222 

.3196 

1965 

16,121,197 

0.72287 

234,951,531 

.3528 

.3502 

1966 

18,263,238 

0.66686 

243,581,985 

.3597 

.3617 

1967 

9,432,003 

0.67202 

126,769,855 

.3839 

.382  3 

1968 

*10,520,906 

0.65642 

138,122,455 

.4178 

.4185 

1969 

16,657,637 

0.63211 

210,588,381 

.4757 

.4753 

1970 

19,425,824 

0. 60850 

236,392,896 

.  5600 

,5770 

1971 

14,006,182 

0.63257 

177,197,731 

.5125 

.5143 

1972 

17,897,403 

0.70182 

251,214,409 

.5087 

.5062 

1973 

19,741,060 

0.64713 

255,498,872 

.5931 

.5885 

1974 

24,192,098 

0.54697 

264,648,291 

.7735 

.7665 

1975 

19,285,386 

0.48316 

188,287,626 

.6535 

.6354 

+  These  four  (4)  years  include  the  Emma  Mine,  a  manganese  mine,  as 
well  as  The  Butte  Hill  Mine  and  have  no  relevance  to  copper  or  copper 
prices  -  as  originally  shown  on  this  schedule.   The  Tons  have  been 
changed  to  show  Butte  Hill  Copper  ore  tons  only. 


From:   Anaconda  Comuany  Tax  Division 
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III.   METAL  MINES  TAXATION  IN  OTHER  STATES 

As  the  Committee  requested,  Wyoming's  method  of  taxing  minerals 
is  discussed  below.   I  also  researched  the  methods  by  which  certain 
other  states  in  which  copper  is  mined  tax  it.   Chart  VIII  abstracts 
these  descriptions. 

Wyoming 

Wyoming  levies  a  gross  proceeds  tax  on  2%  of  the  gross  value  of 
gold,  silver,  soda,  saline,  uranium,  bentonite,  or  oil  produced 
and  4%  of  the  gross  value  of  coal,  trona,  petroleum,  and  natural 
gas.   Gross  value  is  defined  as  the  "fair  cash  market  value  at  the 
mine  or  mining  claim  where  produced,  after  the  mining  or  production 
process  is  completed. "   The  mining  or  production  process  is  "deemed 
complete  when  the  mine  product  is  removed  from  the  pit,  shaft,  mine, 
or  v/ell,  and  prior  to  any  additional  benefication  or  further  pro- 
cessing is  placed  in  bins,  tanks,  tipples,  silos,  stockpiles,  or 
other  storage  prior  to  transportation  to  market."   (Wyoming  39-224, 
emphasis  added) 

The  Wyoming  Department  of  Revenue  uses  the  actual  selling  price, 
wherever  possible,  to  determine  the  value  at  minehead.   The  selling 
price  naturally  reflects  production  and  exploration  costs,  so  they 
are  not  allowed  as  deductions.   The  Department  does  allow  deduction 
for 

"cost  incurred  for  whatever  processing,  loading,  or 
transportation  takes  place  between  the  point  of 
valuation  and  the  point  of  sale," 

since  most  sales  do  not  occur  at  minehead.   The  Department  also 
allows  the  allocation  and  deduction  of  "certain  administrative 
or  supervisory  costs  not  readily  identifiable  as  either  mining 
or  processing".^ 

When  the  product  from  the  mine  or  well  is  not  sold  but  transferred 
within  a  company,  the  Wyoming  Department  of  Revenue  and  Taxation 
has  the  authority  to  "determine  the  fair  cash  market  value  by 
application  of  recognized  appraisal  techniques".   In  practice, 
the  Department  compares  sales  of  similar  minerals  in  which  the 
sales  price  is  known. 

Arizona 

Arizona  levies  a  property  tax  on  copper,  which  is  assessed  at 
60%  of  "full  cash  value"*.   The  Arizona  Department  of  Revenue  uses 
several  methods  of  valuation  to  arrive  at  full  cash  value.   As 
one  indicator  of  value,  the  Department  averages  copper  prices  over 
the  past    5   years  and  adjusts  this  figure  "for  any  changes  that 
will  occur".   This  average  is  multiplied  by  projected  annual  pro- 
duction of  copper  and  then  "discounted  to  present  worth".   Other 
methods  of  calculating  value  are  1)  an  income  approach  based  on  a 
future  prediction  by  the  company;  2)  a  cost  approach  value  based 
on  replacement  costs  less  depreciation  for  plant  and  equipment 
added  to  a  land  value  and  an  ore  body  value.   Market  data  on  ore 
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body  sales  is  used  to  calculate  ore  body  values. 

The  state  levies  a  property  tax  on  copper  mines  even  when  produc- 
tion and  refining  costs  exceed  revenues.   As  the  Department's 
chief  mineral  appraiser  noted,  "even  if  the  future  income  stream 
is  negative,  a  mine  can  still  have  value".   In  these  circumstances, 
the  Department  uses  the  cost  or  market  valuations  rather  than 
income.   These  methods  yield  a  positive  taxable  value  and  tax 
revenue  "stability  during  lean  and  rich  periods."^ 

Many  of  Arizona's  copper  mines  have  shut  down,  so  that  the  ex- 
penses (allowable  deductions)  exceed  revenue.   In  operating  mines, 
deductions  average  between  85%  and  90%  of  gross  revenue,  which  is 
slightly  lower  than  Montana's  figures  (see  Chart  V).   The  Arizona 
tax  administrator  notes,  however,  that  deductions  are  "a  volatile 
figure,  subject  to  extreme  variation. "7 

Michigan 

Michigan  has  not  taxed  copper  or  copper  ore  since  1960.^ 

New  Mexico 

Copper  in  New  Mexico  is  subject  to  an  ad  valorem  tax   as  well  as 
severance  and  several  other  types  of  tax.   Under  the  state's  pro- 
perty tax  classification  system,  mineral  property  (including  copper) 
is  classified  as  producing  or  nonproducing .   Productive  mineral 
property  is  valued  at  300%  of  the  annual  net  production  of  the 
property.   Annual  net  production  value  is  defined  as  either; 

(1)  the  average  of  five  [5]  years'  net  production  value  from  the 
mineral  property  for  the  five  [5]  years  immediately  preceding  the  tax 
year  in  which  value  is  being  determined,  or  so  much  of  the  period 
during  which  the  property  has  been  in  operation,  with  each  year's  net 
production  value  being  determined  by  taking  the  year's  market  value 
of  production  of  all  minerals,  including  any  bonus  or  subsidy  payments, 
'  >^r]  rlorlnrtirir'  from  that  value: 

(a)  any  royalties  paid  or  due  the  United  States,  the  state  or  any 
Indian  tribe,  Indian  pueblo  or  Indian  who  is  a  ward  of  the  United 
States ; 

(b)  the  direct  costs,  exclusive  of  depreciation,  determined  under 
generally  accepted  accounting  principles  consistently  applied  by  the 
taxpayer,  of  extracting,  milling,  treating,  reducing,  transporting  and 
selling  the  minerals ;  and 

(c)  the  costs  of  depreciation,  determined  under  generally  accepted 
accounting  principles  consistently  applied  by  the  taxpayer,  of  property 
actually  used  in  the  extracting,  milling,  treating,  reducing  and  trans- 
porting of  the  minerals ;  or 

(2)  the  net  production  value  from  the  mineral  property  for  the 
year  immediately  preceding  the  tax  year  in  which  value  is  being 
determined,  with  that  year's  net  production  value  being  determined 
by  taking  the  year's  market  value  of  production  of  all  minerals,  in- 
cluding any  bonus  or  subsidy  payments,  and  deducting  from  that 
value: 
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(a)  any  royalties  paid  or  due  the  United  States,  the  state  or  any 
Indian  tribe,  Indian  pueblo  or  Indian  who  is  a  ward  of  the  United 
States ; 

(b)  the  direct  costs,  exclusive  of  depreciation,  determined  under 
generally  accepted  accounting  principles  consistently  applied  by  the 
taxpayer,  of  extracting,  milling,  treating,  reducing,  transporting  and 
selling  the  minerals ;  and 

(c)  the  cost  of  depreciation,  determined  under  generally  ac  ,-f.ed 
accounting  principles  consistently  applied  by  the  taxpayer,  of  property 
actually  used  in  the  extracting,  milling,  treating,  reducing  and  trans- 
porting of  the  minerals. 


The  taxpayer  elects  the  method  of  valuation. 9 


unproductive  mineral  property  is  assessed  at  a  ^ ^^^^/^^^^  ^^^^ 
Tore  based  on  bonus  bids  accepted  by  the  Commissioner  of  Public 
Lands  for  the  latest  period  in  which  bids  were  accepted  for  the 
sale  of  mineral  leases. 

Utah 

IZ^^r-    ^<,    less    However,  no  value  is  based  on  net  annual  proceeas 
as  gross  proceeds  minus  the  following  allowable  deductions. 


(1)  The  amount  of  money  actually  expended  during  the  year  for 
labor,  tools,  ajipliauecs  and  supplies  used  in  the  miniug  operations,  in- 
cluding the  labor  of  the  lessee  and  his  employees  and  the  amount  expended 
by  the  lessee  for  tools,  appliances,  and  supplies  used  by  him  in  his  mining 
operation;  provided,  the  personal  labor  of  lessees  shall  be  computed  at 
the  prevailing  wage. 

(2)  The  actual  and  necessary  ofSce,  engineering,  and  clerical  expenses 
and  the  salaries  of  employees,  other  than  corporate  officers  within  the 
state. 

(3)  The  actual  cost  of  machinery,  buildings,  structures,  and  other 
improvements  and  of  the  installation,  construction,  maintenance  and  repair 
of  same  made  during  the  year  in  and  about  the  workings  of  the  mine  for 
use  in  extracting  the  ores;  but  if  such  cost  shall  result  in  negative  net 
proceeds  for  the  current  j'ear  then  the  amount  of  negative  net  proceeds 
attributable  to  the  costs  identified  in  this  subsection  may  be  carried  for- 
ward for  not  more  than  three  consecutive  years. 

(4)  The  actual  cost  of  reduction  worlds  and  mills,  and  improvements 
thereof,  constructed  during  the  year  and  operated  in  connection  with  the 
mine;  but  if  such  cost  shall  result  in  negative  net  proceeds  for  the  current 
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year  then  the  amount  of  negative  net  proceeds  attributable  to  the  costs 
identified  in  this  subsection  may  be  carried  forward  for  not  more  than 
three  consecutive  years. 

(5)  The  actual  cost  not  exceeding  a  reasonable  cost  of  the  transporta- 
tion of  the  ore  from  the  mine  to  the  market  or  reduction  works. 

(6)  The  charge  made  for  sampling,  assaying,  reducing  and  smelting 
the  ore  and  extracting  the  metals  and  mineraLs  therefrom,  provided, 
where  a  mill,  smelter  or  reduction  works  received  ores  from  independent 
sources  and  also  received  ores  from  a  mine  or  mines  owned  or  controlled  by 
the  same  interests  which  own  or  control  the  mill,  smelter  or  reduction  works 
such  disposal  for  the  purpose  of  this  section  shall  be  treated  as  a  sale  and 
the  charge  for  sampling,  assaying,  milling  and  smelting  the  ores  and 
extracting  the  metals  and  minerals  therefrom  shall  not  exceed  an  amount 
to  be  determined  by  applying  the  same  rates  as  are  applied  by  such  mill, 
smelter,  or  reduction  works  or  competing  works  to  ores  of  substantially  like 
character  and  in  like  quantities  furnished  from  independent  sources.  In 
the  event  of  controversy  the  tax  commission  shall  have  power  to  determjn« 
such  rates  or  charges. 

(7)  The  amount  paid  for  state  and  local  taxes  during  the  year. 

(8)  The  amount  paid  for  compensaton  insurance,  or,  in  lieu  of  such 
compensation  insurance,  for  compensation  of  injured  employees,  and  the 
compensation  paid  to  dependents  of  kiUed  employees,  required  to  be  paid 
under  the  workmen's  compensation  laws  of  this  state. 


When  ore  is  sold  by  a  parent  company  to  a  subsidiary  company  or 
between  companies  owned  by  a  common  parent  and  the  gross  proceeds 
realized  from  the  ore  is  "disproportionate  to  its  reasonable  fair 
cash  value",  the  tax  commission  has  authority  to  revalue  the  ore.H 

IV.   NATURAL  GAS  AND  PETROLEUM  NET  PROCEEDS  TAXATION 

At  the  September  meeting,  committee  members  asked  me  to  gather 
information  on  the  net  proceeds  taxation  of  petroleum  and  natural 
gas  and  compare  it  with  the  net  proceeds  taxation  of  copper,  under 
the  former  law. 

Montana  taxes  natural  gas  and  petroleum  on  100%  of  their  net 
proceeds^   The  net  proceeds  of  each  well  is  calculated  yearly 
by  the  Department  of  Revenue  based  on  information  submitted  by 
the  producer.   The  net  proceeds  from  a  well  are  figures  by  deduct- 
ing the  following  values  from  the  preceding  year's  production 
from  that  well: 

(a)  all  royalty  paid  or  apportioned  in  cash  or  in  kind 
by  the  operator  or  producer; 

(b)  all  moneys  expended  for  necessary  labor,  machinery, 
and  supplies  needed  and  used  in  the  operations  and 
developments ; 

(c)  all  moneys  expended  for  improvements,  repairs,  and 
betterments  necessary  in  and  about  the  working  of  the 
well; 
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(d)  all  moneys  expended  for  fire  insurance  and  workers' 
compensation  insurance  and  for  payments  by  operators  to 
welfare  and  retirement  funds  when  provided  for  in  wage 
contracts  between  operators  and  employees. 

Since  petroleum  products  are  generally  sold  before  refining,  the 
deductions  allowed  in  computing  petroleum  net  proceeds  are  not  as 
broad  as  those  allowed  in  computing  copper's.   The  following 
additional  deductions  were  allowed  in  copper  mining: 

a)  all  moneys  expended  for  costs  of  repairs  and  replacements 
of  the  milling  and  reduction  works  used  in  connection 
with  the  mine; 

b)  depreciation  in  the  sum  of  6%  of  the  assessed  valuation 
of  such  milling  and  reduction  works  for  the  calendar 
year  for  which  such  return  is  made; 

c)  all  moneys  actually  expended  for  transporting  the  ores 
and  mineral  products  or  deposits  from  the  mines  to  the 
mill  or  reduction  works  or  to  the  place  of  sale   and  for 
extracting  the  metals  and  minerals  therfrom   and  for 
marketing  the  product  and  the  conversion  of  the  same  into 
money . 

The  exclusion  of  refining  and  most  transportation   costs  have  made 
the  total  percentage  of  deductions  claimed  by  petroleum  producers 
much  less  than  those  claimed  by  copper  producers.   Table  VIII 
shows  the  ratio  of  net  value  to  gross  value  of  Montana  minerals 
during  the  past   5   years.   Deductions  in  oil  and  gas  net  proceeds 
taxation  averaged  about  4  0%  of  the  gross  value.   In  metal  mines 
taxation  (the  great  majority  of  which  is  copper) ,  deductions 
averaged  97%  of  gross  value. 

The  very  different  circumstances  of  mining  copper  and  petroleum  and 
natural  gas  make  comparison  of  their  net  proceeds  taxation  difficult, 
The  varying  circumstances  are: 

1.  Deductions  were  fewer  and  more  predictable  in  petroleum 
mining.   Costs  of  drilling  are  deducted  equally  over  a  10-year 
period.   Annual  costs  of  production  are  usually  limited  to  upkeep 
and  minimal  supervision  of  each  pump.   The  costs  of  copper  pro- 
duction and  extraction,  being  more  labor  intensive,  are  greater 

and  more  subject  to  change  as  the  level  of  extraction  effort  changes. 

2.  A  world  market  for  crude  petroleum  products  is  well  estab- 
lished, so  the  Department  of  Revenue  can  readily  determine  the 
gross  value  before  refining.   Since  no  large  world  market  for 
nonconcentrated   copper  ore  exists,  the  Department  could  not  easily 
determine  value  of  copper  ore  before  refining. 

3.  Since  there  are  over  275  petroleum  producers  in  Montana, 
the  Department  of  Revenue  can  compare  tax  returns  among  companies 
and  determine  whether  specific  deductions  are  reasonable .12   in 
copper  mining,  one  company  mines  99.6%  of  the  total  copper  product 
in  the  state,  so  intrastate  comparison  would  be  impossible. 
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CHART    VIII 

'ON'TAiA       -      MFN'KRAT.S 


'i:RCE"'r'^''r  o^  utT  :\'t  rv.  to  c<nr,s  vat,',:;': 


5-Vrar 

Tax  Year 

197? 
.52^tl 

1973 
.5300 

197A 

1575 
.7389 

1976 
.7332 

Avf  rc'.,-',p 

Oil 

.6286 

.6310 

Gas 

.A212 

.A371 

.7177 

.6707 

.7242 

.5942 

Metal  Mines 

.0001 

.0388 

.0591 

.0715 

.0020 

.0'V43 

Coal 

.4235 

.3239 

.4294 

.4377 

.4500 

.4129 

PhospliaLe 

.1960 

.0641 

.0587 

.0431 

.1909 

.1106 

Fluorspar 

.7180 

.7866 

.8565 

.8500 

.6957 

.7814 

Talc 

.3121 

.5623 

.5737 

.4846 

.3364 

.4538 

VermiciiliLe 

.0019 

.0?]? 

-0- 

-0- 

-0- 

.0046 

Lime  Rock 

.1677 

.  1090 

.1277 

.1810 

.1524 

.1476 

Rentonite 

.2003 

.0503 

.0446 

.0660 

.0500 

.078? 

Gypsum 

-0- 

-0- 

.0202 

.0287 

.0117 

.01/:l 

Sapphires 

-0- 

-0- 

-0- 

-0- 

-0- 

Sil ica 

-0- 

.0846 

.3936 

.4333 

.2279 

December    14,    1976 
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FOOTNOTES 

The  taxable  valuation  and  mill  levies  quoted  in  this  section 
were  gathered  from  the  Department  of  Revenue  and  the  Montana  Tax- 
payers' Association.   I  also  verified  them  with  the  Silver  Bow 
County  Assessor's  Office. 

^The  information  on  copper  prices  was  gather  from  national 
prices  quoted  in  Engineering/Mining  Journal  and  verified  by  D.  R. 
Eamon,  Senior  Tax  Representative,  Anaconda  Company.   (Letter  of 
October  14,  1977)  . 

^Section  84-5403,  R.C.M.  1947. 

'^Letter   from  Merrill  Ainsworth,  Director,  Ad  Valorem  Tax 
Division,  Wyoming  Department  of  Revenue  and  Taxation  (October  6, 
1977)  . 

^Arizona  statutes  42-124,  42-136. 

^Letter  from  Donald  Ross,  Mineral  Property  Appraiser,  Utilities 
and  Mines  Section,  Division  of  Property  and  Special  Taxes,  Arizona 
Department  of  Revenue  (October  13,  1977). 

"^Ibid. 

^USDA(EPA) ,  State  Taxation  of  Mineral  Deposits  and  Products 
(1977) ,  p.  26. 

^New  Mexico  statutes  79-29-11  -  79-29-12. 


10 


Utah  statutes  59-5-57  -  59-5-58. 


IJ-Ibid. 

12Mary  McCabe,  Intercounty  Bureau,  Department  of  Revenue, 
estimated  that  between  250  and  300  companies  file  natural  gas  and 
oil  net  proceeds  tax  returns. 
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CHCT  BLAYLOCK 

PAT   M     GOODOVER 

ROSE  WEBER 

IXeCUTIVE  DIRECTC 

ELEANOR  ECK 


^•tatc  Capitol 


HOUSE  MEMBERS 
JOHN   B.    DRISCOLL 
OSCAR   KVAAUEN 
J      D.  LYNCH 
ROBERT  L     MARKS 
DIANA   DOWLINO 


(406)    449-3064 


November    17,    1977 


TO; 


Revenue  Oversight  Committee 


FROM:    Teresa  Olcott  Cohea 

RE:      Additional  Information  on  Metal  Mines  Study 


At  its  September  9  meeting,  the  Committee  asked  for  information 
on  the  feasibility  of  taxing  the  net  proceeds  of  copper  ore  before 
refining. 

Research  indicates  that  no  state  or  world  market  exists  for  copper 
ore.   Therefore,  establishing  its  value  could  be  very  difficult. 
The  Anaconda  Company  "rarely"  buys  or  sells  copper  ore  because 
"it  is  an  integrated  producer  with  facilities  to  treat  the  ore 
to  its  finished  state."!  The  American  Smelting  and  Refining 
Company  does  a  very  limited  amount  of  custom  smelting  for  small 
copper  mines,  but  does  not  buy  copper  ore  as  such. 2   No  other 
large  copper  producer  in  the  country  sells  copper  ore  on  a  regular 
basis,  so  national  prices  are  not  quoted  in  standard  metallurgic 
publications. 3 

Some  types  of  ore  are  regularly  sold  and  are  valued  by  deterrainig 
the  metal  content,  applying  the  market  price  for  this  refined 
metal  to  this  amount,  and  subtracting  the  costs  of  refining.   Copper 
ore  could  be  valued  in  this  manner,  but  it  would  require  estimating 
the  refining  costs,  as  was  done  under  the  net  proceeds  taxation 
method. 


TOC: jw 


^Letter  from  D.  R.  Eamon,  Senior  Tax  Manager,  Anaconda  Co., 
11  November  1977. 

2Telephone  conversation  with  Stan  Lane,  Manager  of  the  ASARCO ' s 
East  Helena  plant,  27  October  1977. 

3Engineering/Mining  Journal. 
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TO:     Revenue  Oversight  Conunittee 
FROM:   Teresa  Olcott  Cohea  "1^^ 
RE:     Metal  Mines  Taxation 

At  the  last  meeting,  the  Committee  asked  me  to: 1)  gather  historical 
data  on  the  taxes  paid  by  copper  producers  in  the  state  during  the 
last  century,  relative  to  other  industries;  and  2)  gather  information 
on  the  total  tax  burden  on  copper  producers  in  other  states.   This 
material  is  presented  below. 

I.  HISTORICAL  DATA  ON  TAXES  PAID  BY  COPPER  PRODUCERS  IN  MONTANA 

NET  PROCEEDS  TAXATION 

During  the  past   50   years,  the  net  proceeds  of  metal  mines  (over 
85%  of  which  were  copper  mines)  has  always  comprised  less  than  5% 
of  the  total  tax  base  of  the  state  and  often  less  than  1%.  '^ 

Chart  I  shows  comparative  data  for  other  industries  in  the  state. 

Centrally  assessed  utilities,  including  telegraph  and  telephone  company 
lines  and  railroads,  have  been,  until  recently,  the  largest  commercial 
segment  of  the  state's  property  tax  base.   From  1930  to  1940,  the 
taxable  value  of  centrally  assessed  utilities  was  almost  25%  of  the  total 
taxable  value  of  the  state.   The  taxable  value  of  livestock  was  less 
significant:   between  3%  and  9%  throughout  these  years.   Timber,  not 
shown  on  the  table,  has  never  been  a  large  factor  of  Montana's  property 
tax  base.   In  the  1920 's,  its  taxable  value  comprised  about  2%  of  the 
total  state  value  but,  in  recent  years,  its  value  has  shrunk  to  less 
than  1%  of  the  total.   Thus,  the  taxable  value  of  metal  mines  has  not 
been  significant  to  the  state's  total  property  tax  base. 
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Chart  I  also  shows  that  the  net  proceeds  of  metal  mines  has  become 
a  smaller  part  of  all  net  proceeds  assessments  during  the  past  25  years; 
since  1950,  the  net  proceeds  tax  collected  on  oil  and  gas  has  climbed. 
In  1975,  the  taxable  value  of  the  net  proceeds  of  oil  and  gas  was  10.8% 
of  the  state's  tax  base  and  the  taxable  value  of  metal  mines  was  1.2%. 

Since,  by  statute,  refining  costs  may  not  be  deducted  in  determining 
the  net  proceeds  of  oil  and  gas  production   (as  is  the  case  in  copper 
production),  the  owners  of  these  mines  bear  a  higher  property  tax  burden 
relative  to  gross  value  than  do  owners  of  metal  mines.   Over  the  five 
year  period  1972-1976,  metal  mines  were  taxed  on  only  3.4%  of  the 
gross  value  of  production,  while  oil  was  taxed  on  63%  of  the  gross 
value  and  gas  on  59%.   Coal  strip  mines,  subject  to  net  proceeds 
taxation  until  1975,  were  taxed  on  41%  of  their  gross  value  during 
this  same  period. ^ 

This  historical  data  suggests  that  metal  mines  have  not  borne  a  large 
property  tax  burden  relative  to  other  industries  in  the  state.   Compared 
to  centrally  assessed  utilities,  for  example,  metal  mines  have  borne  a 
very  small  burden. 

PROPERTY  TAX  ON  MINING  MACHINERY 

Between  1919  and  1977,  mining  machinery  used  in  metal  mines  was  taxed 
at  30%  of  "true  and  full  value"  (approximately  12%  of  market  value.) 
This  tax  rate  was  comparable  with  the  property  tax  rate  applied  to 
other  industrial  and  commercial  machinery; 

commercial  furniture  and  fixtures-  33  1/3%  of  true  and  full  value 
manufacturing  machinery-  30%  of  true  and  full  value 

Agricultural  machinery  was  taxed  at  a  lower  rate,  2  0%. 

Under  current  law,  mining  machinery  is  taxed  at  12%  of  its  market 
value.   Its  relative  tax  rate  compared  to  other  machinery  has  changed 
little  since  1919: 

commercial  furniture  and  fixtures  13.3%  of  market  value 
delivery  vans  and  commercial  trucks  13.3%  of  market  value 
manufacturing  machinery  12%  of  market  value 

Small  agricultural  machinery  is  now  taxed  at  13%  of  market  value 
and  large  farm  machinery  at  11%. 

Thus,  mining  machinery  used  in  metal  mines  has  not  been  taxed  at  a 
higher  rate  than  machinery  used  in  other  industrial  and  commercial 
businesses. 

METALLIFEROUS  MINES  LICENSE  TAX 

Since  1925,  "every  person  who  engages  in  or  carries  on  the  business 

of  working  or  operating  any  mine  or  mining  property  in  the  state 

of  Montana  from  which  gold,  silver,  copper,  lead,  or  any  other  metal 
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Gross  value 

1925-1968 

of  product 

Rate  of  Tax 

first  $100,000 

$1 

100,000-250,000 

.5% 

250,000-400,000 

.7  5% 

400,000-500,000 

1% 

more  than  $500,000 

1.25% 

or  metals   or  precious  or  semiprecious  gems  or  stones  of  any  kind 

is  mined"  has  been  subject  to  a  metalliferous  mines  license  tax.   The 

rate  of  taxation  is  shown  below: 

1969-present 
Rate  of  tax 

.15% 
.575% 
.86% 
1.15% 
1.438%   (84-2004) 

Gross  value  is  defined  as  the  market  value  on  all  merchantable  metals, 
with  no  deductions  for  the  costs  of  smelting  or  refining.   (84-2003) . 

As  Chart  II  illustrates,  this  license  tax  on  approximately  1%  of  the 
gross  value  has  produced  more  tax  revenue  in  12  of  the  past  50  years 
than  the  tax  on  100%  of  net  proceeds. 3   Since  no  deductions  are  allowed 
in  computing  gross  value,  the  amount  of  revenue  raised  from  the  license 
tax  has  been  more  consistent  than  the  property  tax  paid  on  net  proceeds. 
These  two  taxes  are  not,  of  course,  strictly  comparable  since  one  is 
a  tax  levied  on  a  value  and  the  other  is  levied  on  a  value  multiplied 
by  the  mill  levy.   However,  in  Chart  II  a  constant  mill  levy  of  250 
was  applied  to  the  net  proceeds  taxable  value  in  each  year  to  eliminate 
a  varying  mill  and  to  make  the  comparison  more  exact. 

The  metalliferous  mines  license  tax  is  markedly  less  than  the  license 

or  severance  taxes  levied  in  Montana  on  other  minerals  and  gases. 

Companies  extracting  oil  pay  a  license  tax  (in  addition  to  the  property 

tax)  of  1.2%  of  the  first  $6,000  of  gross  value  and  2.65%  of  the  gross 

value  in  excess  of  this  amount.   Producers  of  natural  gas  must  pay 

a  license  tax  of  2.65%  of  the  total  gross  value  from  each  well  (84-2202). 

Oil  and  gas  producers  also  pay  a  conservation  tax  not  to  exceed  .2% 

of  the  market  value  of  each  barrel  of  crude  petroleum  produced  or 

.2%  of  the  market  value  of  each  10,000  cubic  feet  of  natural  gas  produced 

(60-145) .   Most  coal  in  Montana  is  subject  to  a  30%  severance  tax 

in  addition  to  the  property  taxes. (84-1314) 

RESOURCE  INDEMNITY  TRUST  TAX 

Since  1973,  all  producers  of  stones,  metals,  minerals,  gases,  and  oils 
must  pay  an  annual  tax  of  $25  plus  0.5%  of  the  gross  value  of  the 
production  in  excess  of  $5,000  (84-7007).   The  rate  of  this  tax  is  the 
same  for  metal  mines  and  all  other  types  of  mining. 

GROSS  PROCEEDS 

HB  198,  effective  July  1,  1977,  removed  the  100%  of  net  proceeds 

property  tax  on  metal  mines  and  replaced  it  with  a  property  tax  of  3% 

of  gross  proceeds.   Oil  and  gas  are  still  subject  to  the  net  proceeds 
tax. 
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Three  percent  of  gross  proceeds  is  the  lowest  rate  of  any  gross  proceeds 
tax  in  the  state:  coal  mines  using  the  strip  mining  method  are  taxed 
at  45J  of  gross  proceeds  and  underground  coal  mines  at  33  1/3%  of  grass 
proceeds   (84-301.4  and  84-301.5). 

In  order  to  assess  how  this  change  in  law  affected  the  effective 
property  tax  rate  for  copper  mines,  I  compiled  the  figures  in  Table  III. 
This  table  shows  the  taxable  value  of  the  net  proceeds  in  Silver  Bow 
County  during  the  years  1923-1976  and  the  taxable  value  during  those 
same  years  if  the  tax  had  been  levied  at  the  current  rate  (3%  of  gross 
proceeds)  throughout  the  whole  period.   Columns  4-6  show  what  the 
taxable  valuation  would  have  been  in  each  year  if  the  tax  rate  had  been 
4%,  5%,  or  6%  of  gross  proceeds. 

The  totals  of  columns  2  and  3  illustrate  that  a  tax  on  3%  of  the 
gross  proceeds  of  Silver  Bow  County's  mines  during  these  years  would 
have  raised  only  50%  of  the  amount  that  the  tax  on  100%  of  net  proceeds 
raised.   The  average  taxable  value  under  the  100%  of  net  proceeds  tax 
was  $3,732,528.   Under  the  3%  of  gross  proceeds  it  was  $1,868,684. 
If  the  average  mill  levy  were  250  mills,  the  property  tax  paid  under 
the  net  proceeds  tax  would  have  been  $933,132  and  the  tax  paid  under 
the  3%  of  gross  proceeds  tax  about  1/2  the  amount  or  $467,171.   Over 
the  54  years  at  this  average  tax,  the  mine  operators  would  have  paid 
$40,311,304  in  net  proceeds  tax  and  only  $20,181,785  in  gross  proceeds 
tax. 

The  tax  on  3%  of  gross  proceeds  would  have  provided  a  more  stable  tax 
base,  however.   In  61%  of  these  years,  the  tax  on  100%  of  net  proceeds 
produced  less  than  a  tax  of  3%  of  gross  proceeds  would  have  produced. 
In  nine  of  those  years,  no  net  proceeds  tax  was  paid  at  all. 

Colijmn  6  shows  rhat  a  tax  on  6%  of  gross  proceeds  would  have  produced 
an  effective  tax  rate  equal  to  100%  of  net  proceeds  over  these  years. 
If  an  average  levy  of  250  mills  is  assumed,  the  average  tax  paid  under 
the  net  proceeds  tax  would  have  been  $933,132.   With  the  same  mill  levy, 
a  tax  on  6%  of  gross  proceeds  would  have  raised  $934,364. 

CONCLUSION 

The  state  tax  burden  borne  by  metal  mines  during  the  past   50   years 
appears  to  be  no  heavier  than  that  imposed  on  other  mineral  mining. 
In  fact,  some  of  the  tax  rates  for  metal  mines  have  been  and  are  now 
less  than  those  of  other  minerals  and  gases.   Moreover,  the  current  tax 
of  3%  of  gross  proceeds  reduced  the  effective  tax  rate  for  metal  mines 
about  50%  from  the  former  rate,  100%  of  net  proceeds. 

II.   COMPARISON  OF  THE  TOTAL  TAX  BURDEN  ON  COPPER  PRODUCERS  IN 
OTHER  STATES. 

Table  IV  shows  all  state  taxes  imposed  on  copper  producers  in  the 

six  states  in  which  copper  is  produced.   The  states  in  which  copper  is 

not  mined  were  not  considered,  since  their  laws  did  not  pertain  directly 
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to  copper  mining.   However,  the  Department  of  Revenue, Research  Division, 
is  currently  preparing  a  report  comparing  taxes  levied  on  all  metals 
in  the  western  states. 

Inter-state  comparison  of  taxes  is  always  difficult  because  definitions 
and  administrative  practices  vary  widely  from  state  to  state.   I  have 
tried  to  facilitate  more  accurate  comparison  by  appending  note  to  show  the 
basis  of  taxation  in  each  state  and  noting  administrative  rulings 
that  affect  the  tax  rate.   The  effective  tax  rates  shown  were  calculated 
by  the  Engineering/Mining  Journal  (June  197  5)  or  by  the  tax  administrators 
of  the  respective  states.  3 

Because  of  the  wide  variation  in  the  bases  of  taxation  in  each  state 
and  because  the  general  business  taxes  are  not  based  on  the  value  of 
copper,  it  would  be  extremely  time-consuming  and  probably  impossible 
to  calculate  accurately  the  total  tax  levied  in  each  state  per  pound 
of  copper,  as  the  Committee  had  requested.  However,  Table  IV  does 
allow  the  Committee  to  consider  the  validity  of  some  of  the  comments 
which  have  been  made  about  Montana's  taxes  on  copper  mines: 

1)  that  Montana  imposes  more  resource,  severance,  and 
license  taxes  on  copper  than  any  other  state.    This    is 
not   accurate.       New   Mexico    levies    two:       a    severance    tax 
and   a    resource    tax.       Montana    also    imposes    two    such    taxes: 
a    license    tax   and  a   resource    tax. 

2)  that  Montana's  tax  on  the  gross  proceeds  of  copper 
mines  is  unique.  Montana    is    the   only    state   which   values 
copper   mines    for   property    tax   purposes    on   gross    proceeds . 
However ,     several    of   the    other    states    use    gross    proceeds 
as    the   basis    of  one   or   more   of   their    taxes. 

Arizona' s    severance    or    "transaction   privilege"   tax    is    on 
2.5%    of  gross    proceeds . 

New   Mexico's    severance    tax    is    on   0.5%    of   the    gross    value 
and   its    resource    tax   on  0.75%  of  gross    value.       Gross 
value    is   defined  as    the    sales   value   minus    specific 
deductions    for    transportation    and    smelting .       These 
deductions    may    not    exceed    50%    of    the    gross    sales    price. 

Utah's   mining   occupation    tax    is    levied   on    l7o    of   the 
gross    value   minus   certain   deductions .       The    effective 
tax   rate    with    these    deductions    is  0 .  5%  of  gross    value. 

3)  that  Montana's  property  tax  burden  on  copper  mines 
is  higher  than  in  any  other  state.  This    is    difficult    to 
determine    since    assessed   value    and   mills    vary    from   state 
to    state.       Montana    does    have    a   much    higher   average    mill 
levy    than    these    states    -    an   average    167   mills    compared 
to    89    mills    in   Arizona, 0. 5%  mills    in   Michigan,    45   mills 
in   Nevada,     36   mills    in   New   Mexico,    and    66   mills    in 

Utah.       However,    some    evidence    suggests    that    the    effective 
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property    tax   rate    in   Montana    is    much    lower    than    that    in 
other    states    in    1977.       In    Utah,     the    total    tax   owners    of 
metal   mines    paid   in    1977    on    (200%    of  average    net    proceeds 
X    66   mills)    was    5.48%    of    the    total    gross    value.       In 
Nevada,     the    total    tax   paid    last   year    on    the    (100%    net 
proceeds   x    45   mills)    was    8.92%    of   the    total    gross    value. 
In   Arizona,     the    total    tax   paid   in    1976      on    (60%    of  market 
value    X   average    89    mills)    was    4.6%    of   total    gross    value. 
In   Montana,     the    total    tax    due    in    1977    on    (3%    of  gross 
proceeds    x    300   mills)    was    0.9%    of    the    total    gross    value. ^ 

Further,    it    should   be    noted    that   Montana    is    the    only    one 
of   these    states    that   does    not   have   a    sales    tax.       Copper 
producers    in   other    states    pay    from    2    1/2%,    to    4%>    on   all 
commodities    they   buy.      The    same   percentage   of   tax   is 
applied   to    the   finished  product    they    sell,    raising    the 
price    to    consumers .      Montana' s    higher   property    tax  mills 
must   be   considered   in    light   of   this    difference . 

4)   that  Montana's  corporate  income  tax  is  higher  than 
similar  taxes  in  other  copper  producing  states.  This 
seems    to    be    true.       Arizona' s    statutory    rate    is    10.5%, 
but   federal    income    tax   paid   is    deductible,    which   drops 
the    effective    tax   rate    to    5.5%.       Montana    taxes    6.75%    of 
net .income    with    no    deduction   for   federal    income    tax. 

While   a    lower   property    tax   rate   may    compensate   a    taxpayer 
for   a   higher- than- average    corporate    income    tax   rate, 
it   does   not   compensate    the    taxing   jurisdictions .      Corporate 
income    tax   is   paid   into    the    state   general   fund  while 
property    taxes   are   used,    in    the   main,    by    local   governments . 

From  the  preliminary  evidence  I  have  gathered,  it  appears  that  the 
total  tax  burden  Montana  imposes  on  copper  producers  is  comparable 
to  Arizona's  ard  New  Mexico's  taxes.   I  am  continuing  research  to 
test  this  preliminary  conclusion. 
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FOOTNOTES  ON  TEXT 

1.  While  metal  mines  have  been  subject  to  the  net  proceeds  tax 
since  1898,  the  State  Board  of  Equalization  reports  did  not  report 
their  assessment  until  1921, when  the  Boards'  powers  increased. 
Prior  to  1921,  the  local  assessors  kept  these  records;  I  have  not 
been  able  to  secure  data  for  this  earlier  period.   Louis  Levine 

in  his  controversial  book.  The  Taxation  of  Mines  in  Montana  (1919)  , 
gives  the  following  figures  for  the  period  1900-1917: 

Year  Net  Proceeds  of  %  of  net  proceeds  to 

all  mines  total  assessment  of  state 

1900  14,168,700  9.2 

1901  16,281,721  9.8 

1902  5,948,558  3.2 

1903  8,056,355  4.0 

1904  7,861,624  3.9 

1905  10,532,425  5.1 

1906  19,264,423  8.2 

1907  20,358,119  8.1 

1908  4,731,884  1.9 

1909  6,983,713  2.5 

1910  8,117,602  2.6 

1911  6,203,590  1.9 

1912  12,116,283  3.5 

1913  14,509,695  3.8 

1914  11,517,166  2.8 

1915  10,855,342  2.5 

1916  28,805,355  5.9 

1917  45,519,461  7.8 

Since  I  have  not  been  able  to  verify  these  figures  and  they  are  higher 
than  those  in  the  following  years,  I  have  not  used  them  in  my  analysis. 

The  figures  for  the  years  1921-1925,  taken  from  State  Board  of  Equali- 
zation figures  but  not  shown  on  Table  I,  are 

Net  proceeds  on 
metal  mines  only 

1921  1,012,484  .2 

1922  882,002  .18 

1923  5,185,265  5.1 

1924  5,466,370  5.8 

1925  4,776,660  1.1 

2.  Information  from  Department  of  Revenue.  The  tables  showing  these 
comparisons  is  contained  in  the  report  on  metal  mines  presented  to  the 
committee,  dated  November  3,  1977. 

3.  The  net  proceeds  property  tax  paid  was  calculated  by  applying 

200  mills  to  the  taxable  value  of  net  proceeds  on  metal  mines  contained 
in  each  year's  State  Board  of  Equalization  report.   Using  actual  tax 
data  was  not  feasible  since  it  would  have  to  be  solicited  from  over 
10  counties  in  each  of  these  years. 
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4.  I  spoke  with  metal  and  mineral  mine  appraisers  in  Arizona,  Nevada, 
New  Mexico,  and  Utah  in  compiling  these  comparisons. 

5.  These  figures  were  compiled  by  dividing  the  gross  value  of  the 
metal  mined  in  1977  by  the  total  property  tax  collected  on  that 
assessment. 

FOOTNOTES  ON  TABLE  IV 

1.  The  statutory  tax  rate  is  $350  plus  10.5%  of  net  income,  but 
allowing  a  deduction  for  federal  income  tax  reduces  the  effective  tax 
rate  to  5.5%  of  net  income,  according  to  E/M  Journal  (June  1975). 
Arizona  taxing  officials  verified  this  information  18  Jan.  1978. 

2.  The  statutory  tax  rate  is  4%,  but  Arizona  tax  administrators  said 
the  effective  tax  rate  is  2  1/2%.   18  January  1978. 

3.  Average  mills  were  calculated  by  dividing  the  total  assessed 
value  of  the  state  by  the  total  property  tax  collected  in  that  year 

(as  reported  in  National  Tax  Foundation,  Facts  and  Figures  of  Govern- 
ment Finance,  1977) . 

4.  The  mill  levy  is  limited  to  1.5%  of  assessed  value  by  statute. 

5.  Federal  income  tax  is  not  deductible. 

6.  Gross  value  does  not  include  deductions  for  refining  costs. 

7.  The  statutory  tax  rate  is  300%  of  the  annual  net  production  value 
X  33  1/3%.   Thus,  the  effective  tax  rate  is  100%  of  net  production 
value  or  net  proceeds. 

8.  Gross  value  does  include  deductions  for  refining  and  transportation, 

9.  The  statutory  tax  is  6%  but  the  deduction  of  federal  income  taxes 
makes  the  effective  rate  3.1%. 

10.  The  statutory  tax  rate  of  the  mining  occupation  tax  is  1%  of  gross 
value,  but  the  deductions  for  processing  make  the  effective  rate  0.5%. 
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Attached  is  a  draft  of  the  bill  the  Committee  requested  at  the  last 
meeting,  which  would  raise  the  property  tax  on  metal  mines  from  3% 
of  gross  proceeds  to  6%. 

Also  attached  is  a  copy  of  the  chart,  presented  at  the  last  meeting, 
showing  a  comparison  between  the  taxable  value  of  metal  mines  in 
Silver  Bow  County  under  net  proceeds  and  varying  rates  of  gross  proceeds 
for  the  years  1923-1976. 

I  have  refined  and  double-checked  the  data  to  insure  that  it  is  accurate. 
Committee  members  may  wish  to  note  two  small  changes.   First,  since  I 
was  not  able  to  verify  the  net  and  gross  proceeds  figures  for  1943  and 
1944  in  the  State  Board  of  Equalization  reports,  I  have  ommitted  them 
from  the  totals.   Thus,  the  averages  shown  on  page  2  are  for  52  years 
rather  than  54.   The  net  and  gross  proceed  figures  for  all  other  years 
have  been  verified  in  the  Board's  and  the  Department  of  Revenue's 
published  biennial  reports. 

Second,  on  the  table  as  originally  presented,  the  gross  and  net  proceeds 
figures  shown  on  columns  I  and  II  for  1923-1956  were  for  metal  mine 
production  in  Silver  Bow  County  and  the  figures  for  1957-1976  were  for 
Anaconda  Company  production  alone.   Since  there  was  some  small  production 
by  other  mines  in  the  county  in  several  years,  I  have  used  the  production 
figures  for  all  of  Silver  Bow  County  throughout  this  chart.   This  makes 
the  figures  in  columns  I  and  II  consistent  for  the  entire  52-year  period, 
showing  the  gross  proceeds  and  net  proceeds  in  all  Silver  Bow  County. 

These  refinements  do  not  alter  the  conclusions  drawn  in  the  last 
research  report.   A  tax  of  3%  of  gross  proceeds  during  these  years 
would  have  raised  only  50%  of  the  revenue  that  the  tax  on  100%  of  net 
proceeds  would.   A  tax  rate  of  6%  of  gross  proceeds  would  have  produced 
an  effective  tax  rate  equal  to  100%  of  net  proceeds  over  these  years. 


BILL  NO. 

INTRODUCED  BY 


A  BILL  FOR  AN  ACT  ENTITLED:   "AN  ACT  TO  RAISE  THE  RATE  OF  TAXATION 
OF  THE  GROSS  PROCEEDS  OF  METAL  MINES,  AMENDING  SECTION  84-301.20, 
R.C.M.  1947." 

BE  IT  ENACTED  BY  THE  LEGISLATURE  OF  THE  STATE  OF  MONTANA: 

Section  1  .   Section  84-301.20,  R.C.M.  1947,  is  amended  to  read 
as  follows: 

•'84-301.20.   Class  nineteen  property — description — taxable  value. 

(1)   Class  nineteen  property  includes  the  annual  gross  proceeds  of 
metal  mines. 

(2)   Class  nineteen  property  is  taxed  at  9%  6%_   of  its  assessed 
value,  which  is  100%  of  annual  gross  proceeds." 
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^•tate  ffiapttol 
Jielcna,  591301 

(406)  449-3064 

March  21,  1978 


To:      Revenue  Oversight  Committee 

y  i'' 
From:    Teresa  Olcott  Cohea    1'  / 

Re:      Metal  Mines  Tax 


On  March  17,  the  State  Tax  Appeal  Board  ruled  that  the  gross 
proceeds  tax  on  metal  mines: 

(1)  "is  not  violative  of  either  the  United  States 
Constitution  or  the  Montana  Constitution  by 
the  creation  of  the  subject  classification  and 
therefore  does  not  deny  the  appellant's  equal 
protection  or  due  process  of  law. " 

(2)  "is  not  special  legislation  and  therefore  does 
not  discriminate  against  the  appellant." 

The  Board  concluded  that: 

(1)  the  legislature  intended  refining,  reducing, 
and  smelting  to  be  included  under  the  defin- 
ition of  "gross  proceeds"  as  included  in  84-7901; 

(2)  "the  Department  of  Revenue  properly  included 
the  values  attributable  to  costs  of  refining 
and  smelting,  as  well  as  the  values  of  copper, 
silver,  gold,  seleniiom  and  tellurium  in 
determining  the  value  of  the  subject  property." 

Therefore,  the  Board  ordered  "that  the  assessment  as  originally 
made  by  the  Montana  Department  of  Revenue  and  certified  to  Silver 
Bow  County  is  affirmed,  and  the  relief  requested  by  the  appellant, 
Anaconda  Company,  be  denied. 


A  copy  of  this  decision  is  attached. 
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BEFORE  THE  STATE  TAX  APPEAL  BOARD 
OF  THE  STATE  OF  MONTANA 


THE  ANACONDA  COMPANY, 
a  corporation. 


Appellant, 


THE  DEPARTMENT  OF  REVENUE  OF 
THE  STATE  OF  MONTANA,  a  State 
agency. 


Doc.  No.  GPT-1977-2 

FINDINGS  OF  FACT, 
CONCLUSIONS  OF  LAW 
AND  ORDER 


Respondent. 


Hearing  on  the  appeal  of  the  Anaconda  Company  (hereinafter 
"Anaconda"  or  "Appellant")  from  a  decision  of  the  Montana  State 
Department  of  Revenue  (hereinafter  "DOR"  or  "Respondent")  with 
reference  to  an  assessment  made  by  the  DOR  under  Chapter  79,  Title  84, 
R.C.M.,  1947,  (hereinafter  "Gross  Proceeds")  followed  by  an  assess- 
ment review  conference  and  the  final  decision  of  the  DOR  not  to 
change  or  otherwise  modify  such  assessment.   Such  appeal  came  on 
regularly  for  hearing  on  December  6,  1977,  at  9:00  a.m.  in  the 
City  of  Helena,  Montana,  before  the  Board:   the  appellant.  Anaconda, 
appearing  through  its  attorney,  John  H.  Weaver  of  Great  Falls, 
Montana,  and  through  Don  Eamon,  Senior  Tax  Representative,  Anaconda; 
William  E.  Lohman,  Plant  Metallurgist,  Great  Falls  Refinery,  Anaconda; 
Daniel  B.  Baker,  Marketing  Analyst,  Anaconda;  William  Van  Matre, 
Montana  Tech,  Butte,  Montana;  Bernard  J.  Bowlen,  Prof.  Business, 
Great  Falls,  Montana;  and  Kenneth  K.  Morrison,  Inter  County  Property 
Bureau  Chief,  DOR,  and  the  defendant,  DOR,  appearing  through  its 
attorney  R.  Bruce  McGinnis,  and  through  Dennis  Burr,  Administrator, 
Property  Tax  Division,  DOR;  Kenneth  K.  Morrison,  Don  Eamon,  Joe 
Quilici,  Representative,  District  84;  Dan  Harrington,  Representative 
District  88/  and  George  McGrath,  Silver  Bow  County  Assessor,  and  the 
Board  having  heard  the  testimony  and  having  examined  all  of  the  evidence, 
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1  exhibits   and  briefs  offered  by  all  parties  and  the  Board  being 

2  fully  advised  in  the  premises,  does  hereby  make  its  Findings  of 

3  Fact,  Conclusions  of  Law,  and  Order  as  follows: 

4  FINDINGS  OF  FACT 

5  I. 

6  The  property  here  in  question  is  the  metal  mines  gross 

7  proceeds  produced  by  the  appellant.  Anaconda  Company  in  Silver 

8  Bow  County,  Montana.   The  Anaconda  Company  is  a  corporation 

9  extracting  gold,  silver,  copper,  and  other  metals  in  the  State 

10  of  Montana. 

11  II. 

12  In  1977,  the  appellant  filed  with  the  Montana  Department 

13  of  Revenue  a  gross  proceeds  statement.   Upon  review  of  that  stat- 

14  mentf  pursuant  to  the  powers  vested  in  the  Department,  it  increased 

15  the  value  of  the  gross  product  reported.   The  appellant  requested 

16  and  was  granted  an  assessment  review  conference.   After  review  of 

17  the  appellant's  position  presented  at  the  conference,  the  Department 

18  declined  to  make  any  revision  in  the  assessment. 

19  III. 

20  In  October,  1977,  the  appellant  filed  an  amended  gross 

21  proceeds  return  with  the  Department.   The  Department,  upon  review 

22  of  the  return,  again  declined  to  make  any  adjustments  to  the 

23  appellant's  gross  proceeds  assessments. 

24  IV. 

25  By  enacting  Title  84,  Chapter  79,  R.C.M.,  1947,  Chapter 

26  498,  Laws  of  1977,  the  legislature  intended  that  producers  of  metal 

27  here  in  Montana  were  to  be  taxed  on  the  gross  metal  yield  or  gross 

28  proceeds. 

29  V. 

30  The  legislature  intended  that  the  merchantable  value  of 

31  the  gross  product  was  to  be  the  average  market  value  after  all 

32  processing  of  the  metal  by  the  producer  had  been  completed. 
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1  VI. 

2  The  producer  was  to  have  no  deductions  from  the  gross 

3  yield  for  such  things  as  cost  of  smelting  or  refining. 

4  vir. 

5  All  metals  mined  in  Montana  were  to  be  taxed  under  the 

6  provisions  of  Title  84,  Chapter  729,  R.C.M.,  1947.   That  the  appellant 

7  in  fact,  mines  copper,  gold,  silver,  selenium  and  tellurium  in 
Montana.   All  such  metals  are  to  be  taxed  in  Montana  on  their  gross 
merchantable  value. 

VIII. 
Under  the  provisions  of  Title  84,  Chapter  729,  1977 
Session  Laws,  the  following  values  must  be  included  in  determining 
the  gross  proceeds  tax  on  the  subject  property: 

$16,912,014.00  -  cost  of  refining 
$23,328,491.00  -  cost  of  smelting 
$11,851,605.00  -  value  of  silver 
$  2,718,210.00  -  value  of  gold 
$    491,096.00  -  value  of  selenium 
$     91,662.00  -  value  of  tellurium 
IX. 
That  in  assessing  the  appellant's  gross  yield,  the 
Department  acted  properly  within  the  confines  of  the  statute 
and  the  expressed  intent  of  the  legislature. 

X. 
That  the  appellant's  gross  proceeds  yield  is  valued  on 
a  market  value  basis  as  is  the  rest  of  the  property  in  the  State 
of  Montana. 

XI. 

29  This  Board  notes  that  the  1973  edition  of  Webster's  New 

30  Collegiate  Dictionary  defines  the  word  "smelt"  as  follows:   "1:  to 
melt  or  fuse  (as  ore)  often  with  an  accompanying  chemical  change 


32   usu  to  separate  the  metal   2:  REFINE,  REDUCE",  and  therefore, 
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the  terms  "refining"  apd  "reducing"  are  synonyms  of  the  term 
"smelting" . 

XII. 
Copper,  gold,  silver,  selenium  and  tellurium  are  all 
metals  within  the  meaning  of  the  law  and  in  conformity  with  the 
testimony  in  this  matter. 

CONCI/USrONS  OF  LAW 

r. 

That  Title  84,  Chapter  79,  R.C.M.,  1947,  is  not  violative 
of  either  the  United  States  Constitution  or  the  Montana  Constitution 
by  the  creation  of  the  subject  classification  and  therefore  does 
not  deny  the  appellant's  equal  protection  or  due  process  of  law. 

II. 
That  Title  84,  Chapter  79,  R.C.M.,  1947,  is  not  special 
legislation  and  therefore  does  not  discriminate  against  the  appel- 
lant. 

III. 
Since  "refine"  and  "reduce"  are  considered  synonyms  of 
"smelt"  in  a  standard  reference  work,  it  appears  to  this  Board  that 
the  Legislature  intended  all  three  processes  to  be  included  under 
the  definition  of  "gross  proceeds"  or  "gross  metal  yield"  in  Section 
84-7901,  R.C.M. 

IV. 
The  Department  of  Revenue  properly  included  the  values 
attributable  to  costs  of  refining  and  smelting,  as  well  as  the 
values  of  copper,  silver,  gold,  selenium  and  tellurium  in  determining 
the  value  of  the  subject  property. 

ORDER 
THEREFORE,  based  upon  the  foregoing,  it  is  the  Order 
of  tha  State  Tax  Appeal  Board  that  the  assessment  as  originally 
made  by  the  Montana  Department  of  Revenue  and  certified  to  Silver 
Bow  County  is  affirmed,  and  the  relief  requested  by  the  appellant, 
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Anaconda  Company,  be  denied. 

DATED  this  //    day  of  March,  1978. 

BY  ORDER  OF  THE  STATE  TAX  APPEAL  BOARD 


^.JsJA^ht,(^ 


HELEN  M.  PETERSON,  Chairman 


Cr::.v:rl-ATE  OF  SERVICE 

The  u      •      ned  hereby  certify  that  on 
i  JM.  oxJlBokOA.,  19^^  the. 


thiS-X-i^-//Oi  o\ 
foregoin; 


V  ns  served  on  the  parti:-,  here.o  Ly  depositing 
a  copy  ibereo;  in !!  .e  U.  S.  Mail,  postage  prepaid, 
a  li'^sse-!  to  W.z  parties  or  their  attorneys  of 
record  ai7their  lasi  known  address. 

Stt^ATE  TAX  APPEAiSOARD 


